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The  Illinois  Unemplojnnent  Trust  Fund,  1939-1971 


Introduction 

This  report  gives  the  past  trends,  current  status,  and  future  outlook 
of  the  Illinois  unemployment  trust  fund.  The  past  trends  and  current  status 
are  shown  in  the  attached  tables  1 and  2.  Three  alternative  economic  assump- 
tions are  made  for  the  period  from  1 969  through  1971  and  are  set  forth  in 
table  3.  The  resulting  changes  in  the  trust  fund  are  given  in  table 
Table  5 gives  the  contribution  rates,  contributions^  and  factors  which  deter- 
mine them. 

Past  trends 

The  fund  had  declined  from  a high  of  $5lU  million  on  June  30,  1 953  to 
a low  of  $316  by  June  30,  1 959  (table  l).  Improved  economic  conditions  and 
the  1959  amendments  to  the  Unemployment  Compensation  Act  strengthened  it 
to  $56U  million  as  of  June  30,  1937  • However,  the  very  low  contribution 
rates  during  1967  and  1968,  which  failed  to  replenish  the  benefits  paid 
during  that  period,  resulted  in  a reduction  in  the  trust  fund  balance  to 
$529  million  as  of  June  30,  1968. 

Current  status  of  the  fund 


On  June  30,  1968  the  balance  of  the  fund  was  2.50  percent  of  the  total 
wages  covered  by  unemployment  compensation  in  1967.  The  highest  benefit 
cost  rate  in  any  12 -month  period  in  the  preceding  decade  was  1.73  percent 
of  total  wages.  The  fund,  expressed  as  a percentage  of  wages  was,  therefore, 
1.1:5  times  this  rate.  This  multiple  is  below  the  range  of  1.5  - 3*0  which 
is  considered  desirable  for  the  fund.i/ 

Assumptions  for  the  future 

To  estimate  future  values  of  the  fund,  assumptions  were  made  concerning 
total  wages,  taxable  wages,  benefit  cost  rates,  and  the  unadjusted  state 
experience  factors  between  now  and  the  end  of  1971*  The  values  of  these 
items  over  the  past  years  as  shown  in  tables  1 and  2 served  as  useful  back- 
ground in  deriving  the  assumptions  for  the  future.  Three  different  sets 
of  assurtptions  are  set  forth  in  table  3,  and  these  are  used  in  estimating 
the  values  of  the  trust  fund  in  1969-71*  They  are  identified  as  follows: 

1.  Continued  prosperity  in  1969-71 

2.  Mild  recession  in  1970 

3*  Severe  recession  in  1970. 


y Interstate  Conference  of  Employment  Security  Agencies,  Report  of  Committee 
on  Benefit  Financing,  September  1959,  pp.  22-23.  In  the  application  of 
this  criterion,  a multiple  of  the  highest  postwar  cost  rate  was  originally 
used.  Recently,  however,  a multiple  of  the  highest  cost  rate  in  the  past 
decade  has  been  substituted.  See  Interstate  Conference  of  Employment  Se- 
curity Agencies,  Minutes  of  Benefit  Financing  Committee,  March  19-21, 

1963,  p*  111. 
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These  assumptions  are  not  predictions,  but  are  the  specific  values 
assigned  to  represent  broad  classes  of  economic  conditions.  They,  thus, 
describe  three  particular  types  of  econoinic  conditions.  They  do  not  cover 
all  possibilities  or  even  the  complete  range  of  possibilities.  What  actually 
happens  depends  on  how  ciosely  actual  economic  conditions  will  match  those 
assumed.  The  assumptions  are,  nevertheless,  useful  in  identifying  sets  of 
conditions  which  may  be  described  as  continued  prosperity,  mild  recession 
and  severe  recession. 

Under  the  assumption  of  continued  prosperity  in  1969-71,  benefit  cost 
rates  as  percentages  of  total  wages  are  expected  to  be  slightly  below  the 
1968  rate  (estimated  as  0.1*1  percent) . Specifically  it  is  assumed  that  the 
cost  rate  will  be  0.1*  percent  throughout  1969-1971. 

Under  the  assumptions  of  either  a mild  or  severe  recession  in  1970, 
it  is  expected  that  unemployment,  and  consequently  the  cost  rate,  will  be- 
gin to  rise  in  the  last  hall  of  1969.  Such  a rise  actually  occurred  in 
1957  and  i960  preceding  the  recessions  of  1958  and  1961.  It  is,  therefore, 
assumed  that,  prior  to  a recession,  the  cost  rate  will  be  0.60  percent  in 
1969. 


Under  the  assumption  of  a mild  recession  in  1970,  the  benefit  cost 
rate  as  a percentage  of  total  covered  wages  will  rise  to  1.1  percent  in 
1970,  and  will  drop  back  to  0.7  percent  in  1971  as  recovery  begins  (table  3)* 

Under  the  assumption  of  a severe  recession  in  1970,  the  benefit  cost 
rate  as  a percentage  of  total  covered  wages  will  rise  to  1.7  percent  in  1970, 
and  will  drop  back  to  0.9  percent  in  1971*  The  recovery  is  thus  assumed  to 
be  relatively  greater,  but  not  yet  as  complete  as  it  would  have  been  in  a 
mild  recession.  The  relative  rates  of  recovery  are  suggested  by  historical 
experience. 

Future  values  of  the  fund 


The  changes  in  the  unemployment  trust  fund  in  1968-71  (table  1*)  were 
estimated  on  the  basis  of  the  assumptions  in  table  3.  The  balance  of  the 
fund  was  $560,31*7*000  at  the  beginning  of  1968.  By  June  30  of  that  year 
it  had  dropped  to  $529,137,51*2  (table  l).  It  is  estimated  that,  including 
fourth  quarter  interest  receipts,  it  was  about  $519,000,000  by  December  31. 
From  this  figure  future  values  are  projected  based  on  the  three  sets  of 
assumptions. 

From  1969  on  the  changes  in  the  fund  will  vary  according  to  the  assump- 
tions made.  Under  the  assumed  continued  prosperity,  the  fund  will  continue 
to  drop  to  $1*83,000,000  by  the  end  of  1969,  $1*59,100,000  by  the  end  of  1970, 
and  $1*1*5,1*00,000  by  the  end  of  1971  (table  1*).  The  average  contribution 
rate  will  rise  in  1969  to  an  estimated  0.1*0  from  an  estimated  0.27  in  1968 
(table  5)*  This  is  the  result  of  the  increased  adjusted  state  experience 
factor,  raised  from  1*  to  9 (table  2).  Nevertheless,  benefits  are  expected 
to  exceed  income  from  contributions  aud  interest,  thus  continuing  to  lower 
the  fund. 
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The  reduced  trust  fund  balances  of  successive  years  will  result  in 
increasing  adjusted  state  experience  factors  and  resultant  increased  con- 
tributions through  1970  and  1971*  However,  the  amount  of  benefits  will 
also  increase  with  the  growth  in  covered  employment  and  total  wages  so 
that  expenditures  will  oontinue  to  exceed  receipts.  Even  with  continued 
prosperity,  the  trust  fund  balance  is  expected  to  decline  to  an  estimated 
$1*59, 100, 000  in  1970  and  00,000  in  1971. 

The  drop  in  the  dollar  value  of  the  fund  and  the  continuous  rise  in 
the  total  wages  in  covered  employment  during  continuing  prosperity  will 
cause  the  fund  as  a percentage  of  total  wages  to  decline  from  2.36  percent 
at  the  end  of  1968  to  1.62  percent  at  the  end  of  1971  (table  U).  This 
latter  percentage  is  1,25  times  the  highest  twelve  month  cost  rate  in  the 
last  decade,  which  is  below  the  recommended  minimum  of  1.5  times  that  rate. 

At  the  close  of  the  calendar  year  1968,  the  trust  fund  is  already  below 
the  above  commonly  applied  standard  of  adequacy.  It  is,  in  fact,  only  I.36 
times  the  applicable  highest  cost  rate. 

For  a brief  period  toward  the  end.  of  1969*  under  the  assumption  of 
continuing  prosperity,  the  balance  will  exceed  1.5  times  the  highest  cost 
rate  only  because  a more  recent  highest  cost  rate,  which  is  below  the  one 
previously  used,  is  applicable  to  1969-71*  Even  with  this  lower  divisor, 
however,  the  balance  would  fall  below  the  1.5  multiple  before  the  end  of 
1970.  It  would  not,  under  any  of  the  economic  assumptions  of  the  study, 
regain  this  proportion  by  December  31*  1971*  the  terminal  date  of  our 
projections. 

Under  the  assumptions  of  a mild  or  severe  recession  in  1970,  the  re- 
serve fund  would  drop  from  1968  through  1971  even  more  rapidly  and  dras- 
tically than  under  continued  prosperity.  If  the  recession  is  mild,  the 
fund  would  decrease  to  $1i36, 600,000  by  the  end  of  1969,  to  $253*800,000 
by  the  end  of  1970  and  to  $2li7; 300,000  by  December  31*  1971.  If  the  re- 
cession is  severe,  the  fund  wo:.ld  be  $1*37*500,000  by  the  end  of  1969, 
$125,300,000  by  the  end  of  197'.',  and  $97,700,000  on  December  31*  1971 
(table  li). 

In  the  event  of  a severe  ::ecession  of  the  dimension  assumed  in  table  3, 
the  highest  cost  rate  applicable  at  the  end  of  1970  would  be  at  least  1.7 
percent  of  total  wages.  Parti.-.lly  as  a result  of  this,  the  trust  fund  as 
a multiple  of  the  highest  cost  rate  would  be  reduced  to  lows  of  0.32  and 
O.2I4  respectively  at  the  ends  of  the  calendar  years  of  1970  and  1971. 

Since  the  recessions  are  assumed  for  1970,  it  is  unlikely  that  another 
would  recur  in  1972,  or  soon  afterward,  before  the  fund  made  some  recovery. 
However,  if  the  recession  of  1?70  we  re  to  be  of  much  longer  than  averago 
duration  or  if  another  should  start  in  1972  or  soon  afterwards,  the  reserve 
cannot  be  considered  adequate  x>  meet  it. 


Conclusion 
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The  trust  fund  is  not  in  danger  of  exhaustion  by  the  end  of  1971*  but 
a recession  might  reduce  the  balance  to  a very  low  level.  This  raises  the 
question  of  the  adequacy  of  the  fund  and  the  $1*50  million  goal  set  for  it 
in  19 $9. 

The  Advisory  Board  in  its  report  of  1959  said:  "In  making  recommenda- 
tions set  forth  above,  the  Advisory  Board  is  cognizant  of  the  fact  that  a 
fund  of  $1*50,000,000  by  the  end  of  1961  is  a minimum  replenishment  goal 
in  view  of  the  heavy  demands  that  may  be  made  on  the  fund  in  the  event  of 
an  economic  setback  of  unexpected  severity.  The  Board  is  deeply  concerned 
over  the  possible  inadequacy  of  a $1*50,000,000  fund  in  the  event  of  a re- 
cession of  unforseen  dimensions.  Accordingly,  the  Board  suggests  the  possi- 
bility, if  unforseen  future  circumstances  deplete  the  fund  to  dangerously 
low  levels,  of  applying  for  Federal  advances  under  the  Employment  Security 
Administrative  Financing  Act  of  195U  (the  Reed  Act).11 

The  following  general  policy  guidelines  may  be  considered  for  main- 
taining an  adequate  fund: 

1.  The  fund  should  be  between  1.5  and  3 times  the  highest  12-month 
cost  rate. 

2.  The  funding  system  should  provide  for  contracyclical  financing.^/ 

If  this  cannot  be  attained,  due  to  problems  in  forecasting,  mini- 
mal rate  fluctuation  from  year  to  year  is  highly  desirable  from 
the  viewpoint  of  the  effect  r.n  the  economy  and  the  welfare  of  the 
employer.  Sharp  fluctuations  in  rates  should  be  avoided. 

3.  The  effectiveness  of  the  experience  rating  system  should  be 
maintained. 

Past  experience  with  respect  io  these  three  considerations  may  serve 
as  a guide  for  future  decisions.  .*s  of  June  30 , 1959  the  $1*50  million  goal 
as  a percentage  of  total  wages  was  approximately  two  times  (2 .0i*)  the  Jiigh- 
est  cost  rate  in  the  past  decade.  After  the  institution  of  this  goal,  con- 
tribution rates  were  raised  to  a relatively  high  level.  In  spite  of  the 
policy  of  contracyclical  financin',  the  rates  continued  relatively  high 
throughout  the  recession  of  1961  1962,  and  remained  high  until  the  goal  was 
nearly  attained  on  June  30,  1961  ($1*1*0  million).  Experience  rating  was 
partially  ineffective.  When  cov&ribution  rates  are  high,  there  is  an  in- 
crease in  the  number  of  employers  who  do  not  pay  commensurate  with  the 
unemployment  for  which  they  are  responsible,  because  of  the  ceiling  placed 
on  rates  (2.7-1*  percent).  This  means  that  employers  who  do  pay  their  own 
way  must,  in  addition,  finance  ;iart  of  the  costs  attributable  to  "penalty 
rate"  employers.  Furthermore,  .-mployers  contend  that  maximum  rated  em- 
ployers lose  incentive  to  content  ineligible  claims. 

l/  See  "Declaration  of  Public  F-.Iicy",  The  Unemployment  Compensation  Act,  P.  1, 
which  provides  for  "th9  setting  aside  of  reserves  during  periods  of  employ- 
ment to  be  used  to  pay  benefits  during  periods  of  unemployment..." 


. 


■ 
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The  potential  liability  of  the  fund  has  increased  drastically  since 
1959*  This  is  evidenced  by  increases  in  the  number  of  covered  workers, 
total  wages,  and  the  average  weekly  benefit  amount.  The  number  of  covered 
workers  has  risen  from  2.6  million  in  1959  to  an  estimated  }.2  million  in 
1968.  Total  -wages,  generally  recognized  as  a benchmark  of  potential  lia- 
bility, have  increased  about  73  percent  from  $13*2  billion  in  1959  to  an 
estimated  22.8  billion  in  1968.  The  average  weekly  benefit  amount  for  total 
unemployment  has  risen  from  $30,70  in  1959  to  $Ui;.35  in  1968. 

A further  indication  of  the  inadequacy  of  the  present  goal  for  the 
trust  fund  is  its  relation  to  the  highest  cost  rate  expressed  as  a percentage 
of  total  wages.  Cto  June  30,  1959*  when  the  highest  cost  rate  in  any  12 -month 
period  in  the  last  decade  was  1.73  percent  of  total  wages,  the  $1*50  million 
goal  was  2.01;  times  this  cost  rate.  On  June  30>  1969,  when  the  highest  cost 
rate  in  any  12 -month  period  in  the  last  decade  will  be  1. 35  percent  of  total 
wages,  the  $1*50  million  goal  will  be  only  about  1.1*7  times  the  highest  cost 
rate. 


The  timing  of  a change  in  the  goal  is  important  in  order  to  conform 
effectively  with  the  policy  guidelines  presented  earlier.  If  the  goal  is 
left  at  $1*50  million,  it  will  become  even  less  adequate  as  the  potential 
liability  of  the  fund  increases  and  the  fund  balance  decreases  due  to  the 
automatic  adjustment  toward  that  goal.  The  longer  this  goal  exists,  the 
greater  is  the  likelihood  that  the  balance  will  reach  a dangerously  low 
level  during  a recession.  This  recession  will  necessitate  a sharp  increase 
in  contribution  rates.  If,  on  the  other  hand,  tne  goal  is  raised  starting 
in  1970,  rates  will  rise  gradual^  and  will  probably  not  reach  the  high 
level  of  1962. 

For  these  reasons  it  is  desirable  to  raise  the  goal  for  the  determi- 
nation of  the  1970  rates  and  subsequent  ones.  The  mat  desirable  goal  is 
one  that  departs  from  the  expression  of  the  goal  for  the  fund  as  a dollar 
amount,  because  eventually  a fund  expressed  in  dollars  will  become  inade- 
quate as  total  w ages  grow.  It  wouid  be  best  if  the  fund  goal  were  expressed 
as  a percentage  of  total  wages.  Meanwhile,  the  fund  goal  should  at  least 
return  to  its  status  of  1959*  that  is,  a multiple  of  2.0i*  times  the  highest 
12 -month  cost  rate.  As  of  June  % , 1969,  a fund  goal  computed  in  this 
manner  would  be  $626  million. 

An  immediate  unrestricted  cVango  to  such  a fund  goal  would  bring  about 
a steep  rise  in  the  average  contribution  rate.  To  limit  such  a rise  to  more 
moderate  proportions,  it  may  be  desirable  to  attempt  to  reach  the  fund  goal 
over  a three-year  period. 


TABLE  1.  Unemployment  trust  fund  on  June  30,  1939-1968,  in  relation  to  total  and  taxable  wages 
preceding  calendar  year  and  to  highest  cost  rate  in  last  decade,  Illinois 
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TABLE  1.  Unemployment  trust  fund  on  June  30,  1939-1968,  .in  relation  to  total  and  taxable  wages  in 
preceding  calendar  year  and  to  highest  cost  rate  in  last  decade,  Illinois -Concl. 
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V The  average  benefit  wage  ratios  and  .the  adjusted  state  experience  factors  for.  1968  and  1969  ere  actual 
All  other  figures  in  this  table  are  estimated. 
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